This paper investigates the role of words, i.e. text content, in 
Doing What They Say or Saying What They Do?
he analysis of voluntary disclosure by a corporation's management has become an increasingly important area of research in finance and accounting. Voluntary disclosure is the revelation of information above and beyond that required by formal accounting and regulatory standards. This paper follows in the tradition of the voluntary disclosure literature, with a new twist. Instead of analysing the voluntary disclosure of financial or operational data, we investigate the more subtle use of words in the company's annual report as representing a specific strategic orientation-in this case, how a firm's reference to activities reflects current and future investment and performance. More specifically, we address the question of what do an organisation's verbal mentions of a region signal about its investment and performance in that region?
In an earlier study, Kabanoff (1996) asked what the evidence was that Australian organisations had been increasing the amount of attention that they were paying to Asia? The study used a fairly novel method for assessing organisations' attention to Asia-counting the number of references corporations made to Asian locations (countries, cities, regions) in their annual reports and assessing whether this reference rate increased over time. He found clear evidence of an increasing frequency of references to Asia over the period 1986-1992 along with evidence of industry differences in the level of attention being paid to Asia.
The use of a content or text analytic approach to studying this type of issue has a number of advantages. First, as an indicator of corporate behaviour text analysis is based on objective measures-e.g. the number of references to a specific idea-rather than opinion. Also, because the annual report of a corporation is a legally binding public document aimed at presenting a picture of the firm and its management's performance, it is likely to contain well-considered information aimed at influencing investors and regulators. Second, unlike survey and interview instruments, content analysis is unobtrusive. Organisations are not aware they are being studied and do not have the opportunity to shape their answers to influence the outcome of the research. Third, because text analysis draws upon a natural data source-annual reports-that are available over long periods of time and do not require gaining access to senior managers, it is an easily accessible secondary source of information.
Overall, the results of Kabanoff's (1996) study were consistent with the interpretation that Australian organisations had, over time, increased the amount of attention they paid to Asia. However, he also identified the following important caveat to the study: 'It is necessary to stress that text-analysis provides indications of what people and organisations are focusing on, attending to, or concerned with, and these are not the same as actual behaviour. While it is assumed that knowing about organisations' concerns and focus of attention can provide insight into actions, text-analytic measures are not equivalent with behaviour: referring to Asia is not the same as acting in relation to Asia (p. 5) . ' This caveat forms the basis for the most oft-stated criticism of text analysis of annual reports (Kabanoff & Abrahamson 1997) : that it is apt to measure managers' attempts at shaping the impressions of shareholders and external parties rather than measuring their actual thoughts and concerns. Taking the level of interest in Asia as a case in point, this view argues that managers may wish to give the T Vol. 24, No. 1
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-61 -impression they are doing something or planning to do something in relation to Asia, but in reality they have no such intention. Although it does not seem plausible that companies with business interests in a particular region would not make any mention of the region in their annual reports, it is plausible to suggest that companies with no real interest or intentions to act in a region may nevertheless seek to give an impression that they have such an interest or intentions. If such impression management is extensive enough it could introduce so much 'noise' into the data that it becomes an unreliable and invalid indicator of companies' attentional patterns.
Thus the initial motivation for the present research was to investigate whether 'words' and 'deeds' are related. A relatively simple means of doing this is to assess the correlation between the frequency of a company's references to a region, say Asia, and the proportion of a company's total assets located in that region-the hypothesis being that the two are significantly and positively correlated. While the initial motivation for the study was largely a methodological one, it occurred to the researchers that our data also provided us with the opportunity to examine some substantively interesting questions about the value of 'cheap talk' by managers.
As Abrahamson and Amir (1996) noted, there has been considerable controversy within the accounting profession about the place and role of 'soft' managerial discussion versus reliable financial information in annual reports. The issues are whether such 'soft' verbal content provides any useful information to lenders and investors, and should such a role for managerial discussion be encouraged or discouraged? The present study cannot provide a definitive answer to these questions, but it explores two issues that are related to these concerns. As already explained, first we ask whether there is a meaningful relationship between financial data about the level of activity by a company in a region and managerial discussion about a company's regional activities. The second issue we investigate is central to the question of the value of soft data as a guide to organisations' financial performance. To what extent does the level of attention paid to a region reflect what a company has already done there (e.g. as indicated by the current level of total assets and profits and past growth in the region), versus being a reflection of the intentions and beliefs about the future growth in asset and profits. As we put it in the title, are companies 'saying what they do or doing what they say?'. The answer turns out to be that they are doing a bit of both.
Contemporary economic (e.g. Tirole 1988 ) and ecological models (Hannan & Freeman 1988 ) stress the importance of competition for scarce resources between similar organisations as a central element in describing the process of organisation survival. The influential work of Porter (1980) in the field of strategic management also identifies the 'degree of rivalry' between organisations as a primary determinant of the influence that organisations have on each other's strategic focus and orientation. Finally, cognitive studies of organisational behaviour (e.g. Porac & Thomas 1994) find that managers tend to focus their attention upon a fairly constrained group of rivals when shaping their strategic choices. The present study provides the opportunity to investigate the issue of which factors shape organisations' regional focus. Are companies' changing interests in a region a function of the interest patterns of their immediate competitors, or reflective of changes among companies in general, that is, of broad economic trends?
To summarise, this study investigates the broad issue of which factors influence the level of attention that companies give to different business regions in their annual reports and to what extent managerial attention to a region reflects past actions or future signals of activity and performance. The methodology we employ to measure organisations' attention patterns is the one used in Kabanoff (1996) -counting the number of references that firms make to different regions in annual reports over the period 1986-1992. We then relate this measure of attention to companies' assets and profitability in different regions and the amount of attention given to each region by firms within their industry and by Australian firms in general.
Method

Sample
The sample comprised sixty-seven large Australian organisations. The majority of these firms are from the private sector with forty-three being listed on the Australian Stock Exchange (see Appendix for a company list). Organisations were selected from the list of Australia's top companies regularly published by Business Review Weekly and were selected to provide an industry cross-section based on the Australian Bureau of Statistics Standard Industrial Classification. Within each broad industry category we approached between six and ten of the largest and best-known organisations and asked them for copies of their annual reports for the period of interest. Of the 130 or so organisations that were approached, some 75 supplied some annual reports. Eight companies could provide annual reports for only a few of the years we sought and were excluded from further consideration. The final sample size was 67 firms. The sample included a number of wholly or partly owned government businesses such as Qantas, the Commonwealth Bank, Telecom/Telstra and Australia Post. The industry was defined around general industry categories (the number of firms are in parentheses): Banking (6), Chemicals (2), Communication (4), Construction (5), Food (4), Insurance (6), Mining (7), Petroleum/Energy (9), Primary Industries (4), Retailing (3), Transport (5), Diversified Industrials (4), Property Trusts (2), and Engineering (6). Although too small to be considered strictly representative of Australian industry, the sample can lay claim to being a reasonable cross section of Australian 'big business', as the list of companies shown in the Appendix demonstrates.
Text Analysis Procedure
Annual reports (ARs) were collected for the seven-year period 1986-1992. In some cases companies were unable to provide a copy of a particular AR and, on average, we obtained 6.04 ARs from each company. We analysed only those portions of annual reports that contained management's discussion of the organisation's, performance, strategies and expectations. This would include the chief executives or chairman's report, the company's mission or value statement, and so on. Sections that dealt specifically and exclusively with the firm's accounts and financial position were not included. A total of 634,033 words from ARs were analysed using a text-retrieval program called ISYS (ISYS 1990 ).
Using ISYS, we created a text-analysis dictionary consisting of three 'metacategories' each of which consisted of a series of subcategories that contained words referring to one of three target regions-Asia, North America and Europe. This classification scheme was based partly on common sense and partly on the fact that in many cases where companies provided regional breakdowns of financial data they used this or a very similar schema. These subcategories each represented a country and contained words referring to a country, its major cities and regions. These categories were aggregated to give the total number of references to entire regions. For example, Asia contained nineteen country subcategories-e.g. China, Japan, India, Thailand, Indonesia and so on-North America had three country subcategories-USA, Canada, Mexico-and Europe had sixteen country subcategories-e.g. England, Germany, France and so on. In turn, China had eleven different words referring to China such as China, People's Republic of China, Beijing, Shanghai, and so on. ISYS is flexible enough to handle different words with the same word root. For example, a term like SWED* can be used to count both Sweden and Swedish. The software compares each word in the text with the words in the content dictionary to decide whether the word is a 'target' word or not and whether it should be counted. Clearly what this approach misses are indirect references such as 'it' when the 'it' refers to, for example, 'the Asian region'. However, this is not a major problem, at least in the present context where the number of indirect references will be highly correlated with the number of direct references. Therefore, to the extent that counting only direct references results in an under estimate of the number of references to a region, this underestimate will be consistent across different companies and reports. The major content categories, subcategories and numbers of words in each are shown in Table 1 . We adjusted the frequency counts in three ways. First, we adjusted absolute references to a region into relative references. Second, we smoothed the data by aggregating it into three time periods. Third, we adjusted for non-normality in the data by using log transformations.
The word frequency counts of each region for each annual report was turned into a relative frequency by dividing the number of references to a region by the total number of words in the annual report. The rationale for this adjustment, standard among content analytic researchers, is what Weber (1990) terms the relative attention paradigm. This argues that any individual or group has a finite attention span and that the attention that an individual or group gives to a particular topic or theme in a text can be measured by calculating the number of words used in relation to that theme relative to the total number of words that are used to discuss all themes in the text. That is, it is the relative frequency or 'density' of word usage that is important rather than the absolute number of references. The total number of references will be affected by factors such as personal communication style and preferences, general trends or 'fashions' towards longer or shorter reports, and resource considerations (e.g. how much time and money is spent on the annual report) while relative attention is not affected by these factors. Following an adjustment for relative attention, the seven years of data for each firm were aggregated into three time periods-1986-1988, 1989-1990 and 1991-1992- and frequency data were averaged within each period. Such aggregation was meant to smooth the fluctuations and get a better picture of firm performance and strategic direction. Averaging the data in this way provided more reliable measures that were less likely to be subject to short-term fluctuations. The directional results are unaffected by this aggregation, however, the significance levels are increased by the decreased variance in the variables under study. It is commonly found with word-frequency data that frequency measures are non-normal in their distribution. This was indeed the case for variables measuring frequency of references to single countries (Kabanoff 1996) . The non-normality of the frequency data is attributable to the fact that most companies refer to only a few countries and most countries are referred to only by a minority of companies. This was less of a problem with variables formed by aggregating frequency counts for single countries to form frequency counts for entire regions (i.e. Asia, Europe and America). In order to derive distributions that were more approximately normal, log transformations of the frequency data were performed.
These log-adjusted frequency counts formed the basis for the two dependent variables used in this study, attention paid to a region by a firm (i.e. the frequency of regional references relative to the total number of words) and the growth in attention paid to a region by a firm. More will be said about the structure and form of the data in the results section.
Asset and Profitability Measures
Information about company assets and profitability, as measured by the dollar level of assets and the Return on Assets (ROA), was also obtained from the ARs. Many companies provided a regional breakdown of assets and profits very similar to the regional groupings we were seeking (i.e. Asia, Europe and North America). In those cases where a different regional breakdown was given (e.g. a demarcation such as the Asia-Pacific region), we used other information to decide how the assets were allocated to the regions we were studying. Failing that, we treated the data as missing. Details about how the various asset and profitability measures were defined are given in the Results section.
Results
Empirical Model
The empirical model examines the propensity of a firm to mention its activities in a specific area based on three factors: (1) the importance of the area, as measured by the level of asset investment there, (2) the importance of the area to company performance, as measured by the profitability of the area, and (3) the actions of other firms choosing to operate in the area. This last measure has two forms: the level of activity by other companies in the firm's industry and the general level of activity by all firms in the sample.
In general form, the model is: 
Since the dependent variable is left truncated (there are many observations with zero references), one is added to the dependent variable before the log transformation. The exponential functional form and the ratio form of the independent and dependent variables require us to account for any anomalies in the error structure that are sometimes associated with these factors. Preliminary analysis indicated that estimating equation (2) using OLS led to model errors, ε ijt , roughly in proportion to the dependent variable. Following Kmenta (1986) , we estimated the model assuming that the errors were heteroskedastic in proportion to the dependent variable. The three independent variable constructs are meant to measure the main pressures associated with a firm's mentioning of its regional operations: investment activity, the performance of regional operations, and the activities of related firms, where 'related' is defined as firms in the industry and Australian firms in general.
Investment represents not pure investment, such as research and development, but the level of assets currently invested in the area. It is indicated by Investment ijt and is measured in three ways. The first is a measure of the current level of total asset investment by company j in area i at time period t as a percentage of total firm assets. Two investment growth variables are created. One examines the growth of assets by company j in area i from year t-1 to year t. This is the past year's growth rate of assets. The future year's growth in assets is measured as the growth from year t to year t+1. This latter measure is used as an anticipatory measure of firm activity. It is assumed that the firm's management expectations are consistent with the actual future data. 2 Performance ijt is measured in three ways also. The first measure is the current level of profit relative to the current level of total assets (ROA ijt = [Profits Before Interest and Taxes (EBIT) ijt ]/Assets ijt ). Two measures of profit growth rates are developed, a current profit growth rate ([ROA ijt -ROA ijt-1 ]/ROA ijt-1 ) and a future profit growth rate ([ROA ijt+1 -ROA ijt ]/ROA ijt ).
The Environmental Drivers ikt are measures of the market influence of competitors and other firms operating in the area (see Table 2 for specific variable definitions). The first is a measure of the attention of all other competitors in industry k operating in area i at time t excluding company j. Growth measures of 1. This was done to account for the non-normality of the dependent variables-the reference rate and the growth in the reference rate. Using the Shapiro-Wilk test for normality rejects the hypothesis that the variables are from a normal distribution-W=0.5788 for the reference rate and W=0.64707 for the growth in the reference rate (both significant at the 0.001 level). However, for the log-transformed dependent variables we do not reject the hypothesis that the variables are not drawn from a normal distribution-W=0.9716 for the reference rate and W=0.9910 for the growth in the reference rate (both insignificant at the 0.10 level). 2. This is not an unreasonable assumption given that by the time the annual report is written much of this data would be available to the management of the company. Although the managers may not know the exact details there is little doubt that they would be familiar with the general tenor of the data.
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-67 -this variable are also created. The second is the attention to area i of all firms in year t. In all cases, the variables were aggregated first and then logged or first differences taken. In the case of relative measures, such as ROA, the variable was aggregated after the relative measure was created. For example, the ROA for 1989-1990 was ROA (ROA ROA )/2 1989 -1990 1989 1990 = + and the future growth in ROA for 1989-1990 was ROA -ROA ROA 1991-1992 1989 -1990 1989 -1990 / .
In creating the past and future growth of ROA variables the denominator is in absolute value to preserve the direction of the growth in the case of negative ROA.
Equation (1) is estimated in two forms. The first is aimed at explaining the relationship between a company's attention to a specific area at a specific point in time and the performance measures and environmental drivers. In this case, the dependent variable is the attention to area i by company j in year t relative to attention to all regions in their annual report. The second analysis examines the change in attention to activities in area i by company j in year t. In this case, the dependent variable is the percentage change in the attention paid to a region from year t-1 to year t. Table 3 presents the simple correlations amongst the variables used in the study. On a univariate basis there is a strong relationship between the attention index for an area and
Correlational Analysis
• The environmental drivers, • Total asset levels and growth, and • Current profits.
The correlations also show strong collinearity amongst some of the potential independent variables and a strong relationship between a company's attention to an area from one time period to the next.
Regression Analysis
The first regression analysis examines the relationship between the three constructs and attention paid to a region in a company's annual report. Equation (2) of Table 4 shows that three factors appear to matter. First, there is a strong relationship between attention to a region by a firm and the attention given to the same region by the firm's competitors. Therefore, firms within the same industry appear to attend to similar areas. Second, the level of current investment and past asset growth are related to regional attention in the annual report. Finally, although current profitability of a region has little influence on a company's attention to a region, future profitability growth has a weak but positive relationship to such attention. In other words, companies appear to attend more in company reports to areas where performance is expected to increase in the near term.
The second analysis examines the relationship between the constructs and the change or growth of attention to a specific area. Equation (5) shows that companies increase or decrease their attention to an area in concert with competitors. In addition, areas that are becoming more important in terms of assets and those regions where performance is expected to increase also show growth in the amount of attention paid to the region. This last fact is particularly interesting because it points to the potential importance of the annual report as a signal of future performance A number of different analyses were done to check on the robustness of the results. The analyses were repeated with the inclusion of indicator variables for the time period-to account for any time period bias-and the number of words in total-to check on whether there was an effect of more information in general. There were a statistically insignificant number of outliers (once an adjustment for heteroskedacity was made) and there is no indication they had any influence on the results.
Discussion
The original motivation for this study was primarily methodological-to show that the amount of attention companies gave to a region in their annual reports (defined as the frequency with which they referred to the region) was related to the level of their activity in the region. Their activity in the region was operationalised in two ways: the proportion and growth of their assets committed to the region and the proportion and growth of their profits made in the region. The issue was a significant one because, in a previous study, Kabanoff (1996) had investigated the growth in Australian companies' attention to Asia by studying the growth in the number of references to Asian locations in annual reports over the years [1986] [1987] [1988] [1989] [1990] [1991] [1992] . In that study, he assumed that the growth in the number of verbal references reflected current or future levels of actual business activity in the region. His original question had been broadened by this study to one which asked: what were the factors that influenced the amount of attention companies paid to a region? Was the amount of attention mainly a function of the past, that is, of previous investment decisions, or did the level of attention provide clues to future behaviour or performance in a region? Also, was the amount of attention companies paid to a region influenced more by the amount of attention companies as a whole paid to a region (i.e. a general business environment issue-'Asia is booming'), or by the amount of attention paid by companies' nearest competitors (i.e. an industry specific trend-'If our competitors are there we must also be there')? Our analyses provided interesting answers to all these questions.
First, and perhaps unsurprisingly, it was found that companies that have more of their total assets located in a region give more attention to that region in their annual reports. This of course, is quite consistent with what we normally view as the informational function that annual reports are meant to serve (Knutsen 1992) . Nevertheless, it cannot be said that this result tells us what we already knew. As we noted earlier, critics of text-analysis are generally unwilling to concede the assumption that word frequencies are meaningfully related to more 'objective' indicators of organisations' behaviour.
-70 - Therefore, we did not know before testing it whether a relatively simple measure such as a count of the frequency with which companies refer to a region in annual reports could be interpreted as a valid indicator of the level of companies' activities or involvement in a region. As noted earlier, the role of verbal or 'soft' data in annual reports has been a topic of debate in the accounting profession. One view is that companies can and should 'let the numbers (i.e. financial data), speak for themselves' without needing to elaborate and perhaps compromise the perceived 'objectivity' and reliability of financial data with 'softer' verbal data. An alternative view is that managerial discussion of financial and non-financial aspects can increase the value of annual reports to investors by helping them gain a better appreciation of managers' thinking on a variety of important topics not revealed by financial data alone. This is consistent with the empirical accounting literature on the value of disclosure (e.g. Botosan (1995) ; Welker (1995); and Healy & Palepu (1993) ). Our results indicate that there is a relationship between a company's level of financial involvement in a region and the amount of verbal attention they give to a region. This suggests that managerial discussion in annual reports can be valuable in supplementing and/or complementing financial data in a meaningful way. Clearly, this is an issue that requires and invites a more rigorous assessment than we have been able to provide here.
Table 3 Correlations of Variables in the Analysis
There were indications in the data that companies tend to draw attention to regions in which their profits are about to improve-thus references to a region are a product not only of past decisions but, to a degree, provide a clue about future managerial expectations. Abrahamson and Amir (1996) pointed out that the objective of financial statements is to assist investors and creditors in projecting the amount, timing and uncertainty (risk) of companies' future dividends and interest payments. However, the great limitation of financial statements is that they mainly reflect the financial effect of transactions and events that have already happened. Our finding suggests that the text that is found accompanying financial data in an annual report provides valuable information in the form of clues to future expectations, rather than merely reflecting the past. Thus we can say that text can be used to obtain information about both the past and the future. Our results are quite consistent with the considerable body of previous research indicating that managers, although constrained to some extent by the realities of a company's performance, try to present themselves and their companies' performance as favourably as they can in their annual reports (e.g. Abrahamson & Amir (1996) ; Abrahamson & Park (1994) ; Staw, McKechnie & Puffer (1983) ). In other words, a reasonable corollary to the view that annual reports tend to concentrate more on regions where profits are expected to rise is that they focus less on regions where no improvement or perhaps declining performance is expected.
A third interesting finding was that the attentional patterns of companies were quite clearly related to the attentional patterns of their industry competitors but not to the attentional patterns of companies in general. This suggests that for this sample of Australian companies, firms within an industry tend to have similar attentional patterns in relation to geographic regions. An interesting question is what are the sources of this relative attentional homogeneity within industries which, following Abrahamson and Fombrun (1994) , we may term industry 'macrocultures'. Macrocultures can be defined as patterns of managerial and organisational attention, concerns and assumptions that are shared by members of an industry. Although the focus of this study was upon a specific and narrow aspect of organisational attention-the amount of attention paid to broad geographic regions-our findings sit comfortably with the notion of industry macrocultures. Clearly macrocultures may themselves be the result of other factors such as the technologies or market conditions common to members of an industry. Nevertheless, the concept can be useful for understanding why organisational members of an industry respond to conditions they encounter in similar ways and, sometimes, in inappropriate ways as Abrahamson and Fombrun noted. Our results also add to our confidence with the method of text-analysis as a valid means of identifying and quantifying such macrocultures (c.f. Abrahamson & Hambrick, in press) .
In considering the significance of these results, it should be borne in mind that the way we measured a company's attention to a region was very simple; that is, the overall frequency with which they referred to it. The fact that this simple, some might say crude, measure allowed us to investigate a variety of questions in a rigorous, quantitative fashion, and uncovered a number of significant and meaningful relations between verbal data and non-verbal data is, in our view, important. It suggests that words can be an important source of information about the nature of organisations' and managers' attentional patterns. In other words, text, which is usually considered to be 'soft' qualitative data can be dealt with quantitatively and related to other obviously quantitative forms of data. Researchers are only beginning to appreciate the informational content of 'words' in documents such as annual reports and analyst reports (Previts et al 1994) and the potential for exploiting the quantification of such information. We believe the future will see many new ways for using the words companies produce to gain a better understanding of what they are attending to, concerned with, and seeking to do.
We cannot finish without considering the limitations of this study. Clearly two limitations are the small sample size and the relatively short time period studied. There is no doubt a need to investigate the generalizeability of our results to other time periods, and for longer time intervals. It would be particularly enlightening to have an understanding of the value of verbal signals over-andabove the value of financial signals. Virtually all the research being conducted on forecasting the future performance of firms is built on mandated and voluntary disclosure of financial and other quantitative information (such as patents, plant openings, etc.). We know very little about the value of qualitative non-financial information. The promising nature of these results means that a larger, longer term study is worth considering, and, given the nature of our methodology such a study is feasible in terms of the availability of data sources, and the level of resources required to carry it out. Expansion of the research to other countries, time periods, and sets of signals would provide the statistical flexibility to delve deeper into the role that qualitative signalling plays in providing investors with forecasts of managerial intentions and future firm performance.
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